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doubts about the Singer-Prebisch-Myrdal thesis, and (v) the shifting focus of development strategy.
LDC FOREIGN EXCHANGE CRISIS
The basic dilemma of LDC development has been that, despite their efforts to free themselves of economic dependence on the North Atlantic world, their dependence grows. Import-substitution strategies fail to lower the absolute level of imports and indeed, often fail to lower even the ratio of imports to GNP. 1 The basic balance-of-payments "gap"," M -A = E, has loomed ever larger in the 19505 and 1960s as the final constraint on LDC growth. If import needs grow apace with GNP and aid flows fail to accelerate, GNP growth is irrevocably tied to the growth of exports. This is precisely the constraint which Prebisch and his followers had hoped to break through industrialisation and import substitution." To the extent the ratio of imports to GNP can be reduced, the economy's overall growth is freed from its dependence on the growth of exports and aid.
The "theory", being no more than a tautology, is no less true today than when its first rough formulations began to appear nearly a quarter of a century ago. However in most countries, industrialisation has in fact failed to reduce imports substantially either absolutely or in relation to GNP. Rather, industrialisation has tended to retard the growth of exports,' and import dependence, instead of abating, has increased. 1 For example, H. Chenery and A. Strout, "Foreign Assistance and Economic Development", American Economic Review, Sept. 1966 , found that the median marginal import ratio (to change of GNP) is no lower than the median average import ratio (to GNP) for the 31 LDCs they study (p. 684; their marginal ratio is calculated over 1957-62, their average is the "trend expected" 1962 value).
2 i.e., imports (M) -"aid" (A) = exports (E). "Aid" means, of course, net capital account flows, public and private, long-term and short-term, grants and loans. Reduction of LDC foreign exchange reserves would also be included in "Aid", though this is a realistic possibility for few LDCs.
" See, for instance, R. Prebisch, "Commercial Policy in the Underdeveloped Moreover, practical limitations have been increasingly recognised. One, lowering the import ratio is not necessarily a concomitant of the introduction of domestic industry, and two, lowering the import ratio is increasingly difficult the lower the ratio gets. The two problems are related. When import substitution begins, those industries that are easily introduced, that use relatively little imported raw materials, that require no difficult managerial or technical inputs, that are efficient at a small scale of operation-in short, those industries in which the LDC has little or no comparative disadvantage-are first established and significant foreign exchange savings may occur. As import substitution proceeds, however, the net import-saving effect dwindles and the introduction, of highimport-content, high-cost industries increasingly distorts the internal price structure. 5 This process makes it ever more difficult to lower the marginal import ratio, and the price distortions may even make it difficult to prevent inframarginal rises in ratio.
Statistical recognition of the problem came early, with the observation of slow, or no, declines in LDC import ratios. 6 And this, coupled with the inexorable constraint, M-A = E, had been creating some terrifying "gap" estimates. Given slow growth of export earnings, the Development Decade target of 5 per cent LDC growth was shown to require aid flows to fill "trade gaps" ranging as high as $15 billion a year.' But the really terrifying aspect of such gap estimates lay in the twin facts that the gross flow of aid to LDCs was no longer expanding and that the net aid flows were on the total export volume. It cannot therefore be assumed that industrialisation of a primary-producing country will, in itself, necessarily. have adverse effects on the capacity to import ... " (p. 130). There is general agreement, however, that certain policies which are often concomitant with industrialisation efforts, overvalued exchange rates, high tariffs and domestic price levels, and high profits in import substitution relative to exports, do retard export growth. In many countries, export promotion has been less an effort to push exports beyond their "normal" trend than a remedial attempt to prevent their decline too far below "normal". 
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being increasingly reduced by the return flows to service existing LDC indebtedness.8
The causes of this statistical nightmare were also becoming evident. The import substitutes, towards which LDCs eventually gravitated, were requiring increasing proportions of imported raw materials and components. In some cases, it has been shown that the foreign exchange value of the import components of an LDC product is so large that it would have cost less foreign exchange to import the final product!' And in the majority of cases, the total foreign exchange saved is less-often much less-than the value of the final goods imports that have been "substituted". Even allowing for (direct and indirect) imported inputs, the savings in total imports will be overstated to the extent that domestic industry requires the acquisition of imported machinery and spare parts, or foreign licences, patents and technical assistance. Moreover, rapid increases in GNP, partly as a result of the industrialisation process itself, may mean increased consumer demand which cannot be more than partly satisfied by increased domestic production.
Thus, import "substitution" has done little to reduce the dependence on imports; in fact, to the extent the import needs are switched from consumer goods to industrial raw materials, the dependence of the production sector of the economy is increased. In times of foreign exchange stress, imports can no longer be restricted without serious direct repercussions on domestic employment, production and investment. A foreign exchange shortage, instead of encouraging the growth of domestic output, constrains it. A popular argument in the 1950s against dependence on exports was that it kept the exporter vulnerable to the vagaries of world demand; paradoxically, import substitution has intensified this vulnerability.
Policies, various annual issues, Paris, and I. Frank, "New Perspectives on Trade and Development", Foreign Affairs, April 1967, p. 523. ' If the domestic price of an import substitute is above the world price, and if the import content is high, it may be profitable to import inputs at a total cost greater than the imported price of the final good, selling the high-cost substitute at the inflated domestic price. For evidence of this in Pakistan, see R. Soligo and J. Stem, "Tariff Protection, Import Substitution and Investment Efficiency", Pakistan Development Review, Summer 1965. For evidence in India, see J. Bhagwati and P. Desai, op. cit., 
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Recognition of the inevitability of the rising cost of saving foreign exchange through import substitution came slowly, but was largely achieved by the time of UNCTAD, at least among the relatively developed of the underdeveloped nations.
In the words of Prebisch:
"The simple and relatively easy phase of import substitution has reached, or is reaching, its limit in the countries where industrialisation has made most progress. As this happens, the need arises for technically complex and difficult substitution activities, which usually require great capital intensity and very large markets if a reasonable degree of economic viability is to be attained. Thus there are limits to import substitution in the developing countries which cannot be exceeded without a frequent and considerable waste of capital." 10 In short, the primary reason for the LDC rediscovery of exports was no better-and no worse-than that growth in exports was increasingly recognised as essential.
With imports ever more difficult to reduce (as a ratio to GNP), and with net aid flows no longer expanding adequately, the choice to many LDCs was export or stagnate; and by the early 196os this choice was abundantly clear.
OVERALL LDC EXPORT PERFORMANCE
Theories can be maintained in the face of facts for incredible lengths of time by reference to special circumstances. The Korean primary-product boom, clearly such a special circumstance, meant that LDC "export pessimism" could not even begin to be tested until the late 1950s. As the evidence of the overall LDC export performance began to accumulate, however, it became ever nearer to impossible to maintain a posture of hopelessness about the LDC export potential.
On the major, primary-product front, the events of the later 1950s were of course not exciting. The dizzying heights of the Korean years were left behind, seemingly forever, and a decadelong doldrums ensued. But doldrums differ from disaster. Within that decade, the foreign exchange earnings of most of the products, and of most of the LDCs, had reachieved their Korean peaks, and evidence had begun to pile up that demand for most of the primary 
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products was not so price-inelastic or income-inelastic as the "elasticity-pessimists" were insisting."
While the primary-product performance was nowhere near as bad as had been feared, the growth of non-primary-product exports of LDCs was undeniably encouraging. While exact measurement depends upon the period chosen and the definition of "non-primaryproduct", the trends are clear. Between 1952-53 and 1962-63, for example," "all minor exports" of 29 underdeveloped countries (i.e., those for which sufficiently detailed data were available) grew from $2.7 billion to $4.5 billion, an annual compound rate of growth of 5-5 per cent. Of these "all minor exports", "manufactures" grew particularly rapidly, from $o.5 billion to $1.2 billion, an annual rate of growth of 9.2 per cent.
As a result, the general picture for LDC exports was becoming ever more favourable. Despite the primary-product setbacks in the mid-195os, total LDC exports grew, during 1953-54 to 1959-60, from $21.6 billion to $26.6 billion, an annual growth rate of 3.5 per cent. 8 By 1965-66, however, total LDC exports had risen to $37.6 billion, an annual growth rate of 5.9 per cent after 1959-60 and 4.7 per cent for the entire period after 1953-54.14 This neardoubling of the overall growth rate of exports between the late 1950s and the early 1960s did not go unnoticed. Indeed, the especially encouraging performance of manufactures in the early 196s-an increase of 14 per cent annually, 5 13 Data are from GATT, Report, 1967 , Geneva, 1967 14 Nurkse and others have pointed to the undue influence of petroleum exports on the total, arguing that petroleum exports'constitute a special case. However, even without petroleum, the trends are favourable.
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EXPORT PERFORMANCE OF INDIVIDUAL LDCs
The accumulating statistics on LDC exports did not by any means show equal success for all countries. Although the list of stars and also-rans varies from year to year, the variations were far from balancing out over the decade, 1950-53 to 1960-63. Over this period, four LDCs' 7 ---Greece, Jamaica, Peru and Taiwan (China)-more than doubled their export earnings, while for six others-Bolivia, Colombia, Egypt, Pakistan, Paraguay and Uruguay -export earnings fell. The variety in LDC export experience was even more "striking""' when only "minor exports" (i.e., essentially non-primary-product exports) are examined: of the 29 LDCs in deVries' sample, twelve more than doubled their minor exports, while six experienced a decline. Thus; for only eleven of the 29 countries, did minor exports grow at a "mild" positive rate (i.e., between o and 7.2 per cent per year). For manufactured exports, the variation is even greater: eighteen LDCs more than doubled such exports, 19 nine experienced declines, and only two had mild positive growth rates.
These observed wide variations in export growth rates would not have had much impact on LDC attitudes towards exports if successes and failures were perceived to be accidents or the exogenous results of unpredictable shifts in advanced-country demand patterns; indeed the impact might have been negative. But studies, which attempted to distinguish between controllable and uncontrollable influences on LDC exports, concluded that the wide observed variations cannot be explained simply by movements in the uncontrollable. Typically, such studies calculate the export growth (or decline) that would have occurred if the LDC had just maintained its base-year share of the world market for each of its exports. Actual export movements can then be divided into the constant-share demand vagaries and the rising-share (and new export product) influence. From such a division, it became clear that ".... the contrasting relative performances of individual countries were only relatively little influenced by the pattern of their traditional exports, being much more affected by largely supplydetermined shifts in market positions and by the development df new lines of production for export".°1 More than just the data suggested that export success was, to a large extent, in the hands of the LDC. The very policies of the LDCs towards exports were visible and convincing. Those LDCs that 4 'made a' significant effort to expand manufactured' [and other] exports had remarkable success". 2 1 Many of the policies to promote exports are largely non-quantifiable and hence difficult to assess --e.g., foreign commercial representation, quality controls and market research-but they are visible; and for the more quantifiable policy factors, evidence '-of-their importance was steadily accumulating. For example, 'deVries' cross-country",regressions showed that the export "performance of countries with relatively strong inflation tends to be poor". 22 There has long been an undercurrent of belief that the LDC export stagnation was in great part due to their excessive internal aggregate demand, the autarkic bias of their planning processes, 2 overvalued exchange rates, and the inevitable anti-export tendencies of import-substitution policies. This collection of arguments received periodic support from two types of institutional-empirical studies, one which related secular declines in exports of 'particular countries to particular policies 24 
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Finally, examination of the varying export performances of LDCs showed that countries too small to flirt with import-substituting-industrialisation-at-any-cost policies were doing significantly better with their exports. In deVries' study for six of the ten large countries, 26 exports were growing more slowly than the constantmarket-share rate, while for twelve of the nineteen small countries, exports were growing faster. It has become increasingly apparent that large economic size permits an LDC to ignore, for a time at least, the future of its exports and that many such large LDCs have done so. Within a decade, for example, Argentina, Brazil and India had together fallen almost one billion dollars behind their constant-market-share export levels. 27 In summary, some LDCs were doing noticeably well with exports and their success was increasingly difficult to ignore. To the optimists, it indicated that adoption of a proper package of export-promotion policies could pay off handsomely in foreign exchange. But even to the pessimists, it proved that some concern for exports was needed, even where expansion seemed unpromising, if only to prevent other LDCs from infiltrating the country's existing export markets.
GROWING DOUBTS ABOUT THE PREBISCH-
SINGER-MYRDAL THESIS
The apparently inevitable asymmetry in the international economic relations of developed and underdeveloped countries was, despite the theoretical weaknesses of the underlying analysis, emotionally convincing in the 1950s. Although persistent critiques of the PrebischSinger-Myrdal theory helped to weaken this conviction, the reluctance of emerging fact to conform was most damaging. A major concern, orrather presumption, in the discussions of the 1950s was the -"notorious inelasticity of demand for primary commodities" 28 with respect to both prices and incomes. However, one study of 46 primary products over the post-World War II period concluded that "demand for primary products typically may be very priceinelastic or very income-inelastic, but the common belief that it is 26 deVries, op. cit., pp. 25 More generally, the Singer-Prebisch-Myrdal thesis was concerned with the inevitable deterioration of the terms of trade for primary producers. "The" terms of trade has been the object of economists' opinions, theories and empirical studies for over half a century, and it was not long before Prebisch's speculations were put in perspective as but one more such effort. Indeed, Prebisch's expectations were seen to run counter to typical earlier thought, which maintained that diminishing returns to primary production would cause LDC terms of trade to rise secularly. And the evidence that accumulated-even more rapidly than before, for both Prebisch's supporters and detractors worked diligently-continued to give support to either, or neither, theory. While the results varied for different concepts and coverage, broad conclusions were that the LDC terms of trade, in the late 195os, had (a) worsened relative to the early 1950s, (b) improved relative to the mid-1930s, and (c) remained about the same relative to the 1920s.30 Studies of particular LDCs also failed to give consistent support to the Prebisch conjecture. And finally, studies of particular primary products again failed to show any consistent trends.
These empirical findings on LDC terms of trade were continually faced by theoretical polemics of three kinds. One, many economists of stature such as Haberler, Viner and Cairncross spoke out frequently, encyclopaedically and convincingly against the decliningterms-of-trade argument. As an example of their vehemence: "... I find myself almost entirely out of sympathy: the world economy is not so constructed that primary-producing countries are doomed to a degringolade in their terms of trade with industrial countries.. ."I
A not too exaggerated parody of their diatribe would run: the terms of trade are not turning against the LDCs; but even if they are, they are not turning against all LDCs; but even if they are, the gains from trade are not necessarily measured by the terms of trade; etc. 
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Two, there began to appear specific logical critiques of Prebisch's reasoning. The most comprehensive of these, by Flanders,? revealed several inherent inconsistencies in the Prebisch analysis of the tendency of the terms of trade to turn against primary products. But most damaging was Flanders' assertion that declining terms of trade were essentially irrelevant to the Prebisch case for protection and industrialisation." The Prebisch thesis can rest, theoretically, on the presumption of either (a) balance-of-payments difficulties, that is, imports growing faster than exports, or (b) monopoly power of LDCs in the export of primary products. (Whether these presumptions are empirically relevant is of course another question.) The Prebisch theory of deteriorating terms of trade was seen to be irrelevant in another sense as well. It has long been recognised that when the terms of trade decline through increased productivity, there is no necessary loss in welfare; the most that can be said is that a country has failed to gain all that it could." The relevant measure is not the barter terms of trade, but the factoral terms of trade, that is, the returns to the country's factors of production.
And three, it began to be suggested that declining LDC terms of trade, where true, were not exogenous, but were perhaps the fault of the economic structure and policies of the LDCs themselves. The suggestion began with Kindleberger," who felt that declining LDC terms of trade might be due to their lack of flexibility and hence to their inability to make smooth and profitable adjustments to changing economic circumstances (i.e., to switch from products whose prices are falling to those whose prices are rising). Evidence along these lines surfaces periodically as, most recently: "... Not only do the more advanced countries (that is, those of North America and Western Europe) tend to dominate the export of the highly income-elastic primary products, but this domination has tended to increase since the late 19305 ... the rate of down.. ward-and-outward shift of supply curves appears to have been smaller for the primary products which the poorer countries dominate. While this supply finding cannot be confidently 12 FOREIGN TRADE REVIEW interpreted, it suggests that the greater ability of the advanced countries to raise productivity in primary products is part of the explanation of their increasing domination of the more incomeelastic products ... "
Simultaneously with this attack on the belief in secularly falling LDC terms of trade, another battle was raging concerning the extent and importance of cyclical instability in LDC exports. As with the terms-of-trade argument, this emerging fact has failed to offer much support to the belief, so confidently forwarded in the 1950s, that the extent and consequences of export instability are greater for underdeveloped than advanced countries. Although this assertion had never long remained unscathed by its opponents' jabs," the empirical wounds were deepened in the early 196os. MacBean's careful examination of the instability thesis concluded:
"... the importance of short-term export instability to underdeveloped countries has been exaggerated. There is little evidence to show that in general their economies have been damaged."M MacBean does not deny that there are unstable primary products and that countries specialising in such products will have highly unstable export proceeds; but he does show that differences in the instability of export proceeds for poor and rich countries are "not large"." More critically, MacBean found that export instability per se had little serious repercussion on the growth and welfare of the underdeveloped countries:
"All in all, our search for evidence demonstrating the adverse influence of short-term instability of export earnings on the prospects of growth in underdeveloped countries gives us no grounds for believing that export instability is in fact so harmful. Almost every chain of reasoning leading to the conclusion that serious damage is inflicted by instability has been found wanting when confronted with analyses of UN and IMF data. Put at its weakest, the case for viewing export instability as a severe deterrent to economic growth in most underdeveloped countries is not proven. Moreover, for certain of the ways in which it is supposed to affect growth--e.g., through the quantity ~of investment-the weight of evidence is against."" 0 86 R. Porter, "Some Implications .. . ", op. cit., p. 586 
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While MacBean's (and others') conclusions are not everywhere accepted," they have succeeded in placing the LDC-exportinstability fear in a calmer perspective.
Also influential on LDC export attitudes and policies has been the gradual recognition that not all export instability is the exogenous result of advanced-country demand fluctuations. As recently as 1958, Nurkse asserted that:
"The parallel movement of export prices and export quantities reflects unmistakably the dominant role of demand conditions. It furnishes conclusive proof--if proof were needed--that the export fluctuations of primary producing countries originate in the world's industrial centres." 42 Moreover, in the many pages of discussion of this Nurkse article, no one ever contested this basic premise. Since then, Nurkse's methodology has been challenged," and his claim concerning the "dominant role of demand" questioned. One recent study, for example, concludes much more cautiously. "... for a great many commodities, it is incorrect to blame price fluctuations on either demand or supply unless very specific assumptions can be made about the short-run price elasticities of demand and/or supply."" While the instability debate is undoubtedly far from over, its perceived importance has steadily declined and LDCs are today more aware that there are supply, as well as demand, ingredients in the problem. In short, for both the terms-of-trade and the instability debates, the point here is not who is right. It is that legitimate empirical doubts have been implanted. At the best, it has meant that export promotion is examined without preconception. But, in any case, these growing doubts have led LDCs to recognise the importance of avoiding policies that temporarily destabilise or permanently discourage exports.
I4 FOREIGN TRADE REVIEW SHIFTING Focus OF DEVELOPMENT STRATEGY
The limitations of the import-substitution path have been increasingly recognised as more and more LDCs have pushed into its higher-cost regions. Intuitive recognition of the costliness and, more recently, measurement by means of effective protection or domestic cost of foreign exchange" have led to the renaissance of an old-fashioned virtue: efficiency. Although it is recognised, today more than ever, that achievement of static efficiency cannot ensure rapid growth, it is also increasingly seen that the vital investable surplus, always small in a poor country, can be swallowed up by inefficiency. It is this line of thought that has induced reexamination of the often vastly different domestic cost of foreign exchange at the margin of exporting and importing.
Efficiency also has a subtler side. LDCs, which have encouraged their exporters, not only have rediscovered a relatively cheap source (in the sense of resource cost) of foreign exchange but also have received pleasant side-effects, some of those dynamic effects which were once thought to derive only from the so-called balanced growth. The process of expanding exports in one part of the economy seems to accompany greater efficiency in other sectors, perhaps because it indicates a general shift towards an efficiency-oriented government policy mix. It is of course difficult to measure such a side-effect precisely, but it is the most obvious way of explaining the high correlations between GNP and export growth." Such a connection between GNP and export growth may also occur through saving (which after all, is one of the intersections of efficiency and growth). Economists have long suspected, and the evidence increasingly supports their conjecture,1' that exports and savings are related to each other and to efficiency and growth. Development strategy also recognises the possibility of this nexus. This recognition may have come in part from the declining importance of foreign controlled export firms in LDC exports, not necessarily because they no longer exist, but because they are more effectively controlled and taxed by LDC governments. The savings, which have traditionally been generated through exports, have increasingly been absorbed domestically rather than being repatriated abroad. In addition, the traditional export "enclave" has been steadily absorbed into the rest of the economy, allowing savings to flow from the export sector into the domestic economy and setting up those other linkages between exports and domestic production which balanced and unbalanced theorists had despaired of ever seeing.
A second shift in the focus of development strategy with implications for exports has been the growing concern for employment. This concern, together with the existence of excess capacity in many of the already established import-substitution industries of LDCs, has led naturally to the idea that, with exports, employment could be created beyond the output demands of the domestic market and with little need for additional investment. This is of course precisely the obverse of the thinking of early protectionists, who argued for industrialisation to create employment beyond the output demands of foreign markets, using the free labour of the disguised unemployed. 8 More generally, while there was much debate in the 1950s whether LDCs should seek highly labour-intensive industry',---in accordance with their factor endowments-the fact of the past quarter century's LDC industrialisation is that it has been shockingly capital-intensive"° and promises to be ever more so as import-substitution further encompasses high-cost, comparatively disadvantaged industries.
The growing urban unemployment of LDCs, politically dangerous as well as economically wasteful, has renewed interest in the early industries of importsubstitution, usually the labour-intensive industries processing domestic raw materials and/or requiring few complex managerial or worker skills. Since output here already satisfies internal demand, this means exports. Fortunately, these long-established, labourintensive industries are usually the ones whose outputs LDCs 
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can hope to sell in world markets and whose demands are reasonably income-elastic.51
Many examples can be given of the kinds of products in which LDC exports are already making inroads in world trade. LDC exports rose during by at least US$20 million and the LDC share of total world trade increased for all of the following products: preserved fruits (o53),52 preserved vegetables (055), shaped wood (243), inorganic chemicals (513), medicines and pharmaceuticals (541), leather (611), plywood veneers (631), woven cotton fabrics (652), floor coverings and tapestries (657), pig iron (671), telecommunications apparatus (724), travel goods and handbags (831), clothing excluding fur (841), perambulators, toys, games and sporting goods (894) and manufactured articles n.e.s. (899). Of course, not all LDCs have been equally successful participants in this growth but not all have been equally resolute. However, the number of LDCs, whose exports of manufactures and semi-manufactures to advanced countries have risen rapidly, is now sufficiently great, so that the potential has been demonstrated. In the final analysis, the Prebisch-Singer-Myrdal thesis of "inward-looking" development failed because it did not conform to the facts. And countries that have followed its policy prescriptions have--increasingly, unfortunately and conspicuously-realised these failings. The lesson is clear: with rare exceptions (and among today's LDCs, possibly with no exception), non-dependent, yet sustained, development is impossible without significant increases in export earnings. In this paper, we have reviewed the sources from which flowed the gradual recognition of this lesson.
But it should be noted, and noted well, that the better part of a quarter century Oct. 1967, Table 8 . "' Ibid., Table 6 .
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has been involved in this flow, and the "inward-looking" tide is, even now, not fully ebbed in the populist development writings.
We can, perhaps, draw one forward-looking lesson from this experience. The economic and political complexity of the underdeveloped world plus the magnitude of the development task have long served to disguise the essential role of exports. LDC governments and tacticians must now be discouraged from overreaction, i.e., from an excessive embrace of exports as a new panacea. Now that the critical role of exports in the development drama has been discovered-or rather, rediscovered-its lines remain to be written. Successful use of the export-oriented strategy will ultimately depend upon the LDC's ability to discover proper export products and policies.
